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What  are  the  replacement  taxes? 


The  replacement  taxes  are  revenues  collected  by 
the  State  of  Illinois  and  paid  to  local  governments 
to  replace  money  lost  by  the  more  than  6,800  units 
of  local  government  when  their  powers  to  impose 
personal  property  taxes  on  corporations,  partner¬ 
ships,  and  other  business  entities  were  taken  away. 


Why  do  we  have  replacement  taxes? 


The  new  Illinois  Constitution  directed  the  legislature 
to  abolish  business  personal  property  taxes  and 
replace  the  revenue  lost  by  units  of  local  govern¬ 
ment  and  school  districts.  Thus,  in  1979  a  law  was 
enacted  to  provide  for  statewide  taxes  to  replace 
the  monies  lost  to  local  governments. 


Who  pays  the  taxes? 


The  taxes  are  paid  by  corporations,  partnerships, 
trusts,  Sub-chapter  S  corporations,  and  public 
utilities.  The  tax  rates  are  as  follows: 

2.5%  income  tax  on  corporations; 

1.5%  income  tax  on  partnerships,  trusts, 

and  Sub-chapter  S  corporations;  and 

.8%  tax  on  invested  capital  of  public 
utilities. 

Effective  July  1,  1984,  replacement  taxpayers  can 
claim  a  credit  of  0.5  percent  of  the  basis  of  certain 
qualified  property  (such  as  buildings,  machinery, 
and  equipment),  placed  in  service  during  the  year. 
To  qualify,  the  property  must  be  used  in  manufac¬ 
turing,  retailing,  or  the  mining  of  coal  or  fluorite.  The 
credit  was  increased  on  July  1,  1986,  to  a  maximum 
of  1  percent  of  businesses  whose  employment  in 
Illinois  increases.  The  credit  is  scheduled  to  expire 
December  31,  1989. 


When  are  these  taxes  to  be  paid? 


Corporate  income  taxpayers  submit  their  replace¬ 
ment  taxes  along  with  their  regular  state  income  tax 
payments  (with  estimated  payments  made  quarterly 


and  a  final  return  due  two  and  a  half  months  after 
the  close  of  their  taxable  year).  Partnerships,  trusts, 
and  Sub-chapter  S  corporations  pay  the  income  tax 
on  an  annual  basis,  with  no  estimated  payments  re¬ 
quired.  Utilities  pay  the  invested  capital  tax  at  the 
beginning  of  the  third,  sixth,  and  ninth  months  of 
the  taxable  period,  with  the  final  return  due  a  month 
and  a  half  after  the  close  of  their  taxable  year. 


How  is  the  money  distributed? 


The  money  is  first  split  into  two  pots,  with  51.65  per¬ 
cent  of  the  total  going  to  Cook  County  and  the  re¬ 
maining  48.35  percent  to  downstate  counties.  The 
Cook  County  share  of  the  collections  is  then 
distributed  to  taxing  districts  within  the  county  on 
the  basis  of  each  district’s  share  of  the  total  personal 
property  tax  collections  for  the  1976  tax  year.  (For 
example:  If  the  total  of  taxes  collected  by  all  districts 
was  $1  million  and  District  A  collected  $35,000  of 
that  total,  District  A’s  share  of  any  future  distributions 
would  be  3.5  percent.)  For  downstate  districts,  the 
pot  is  shared  similarly,  except  that  it  is  the  collec¬ 
tions  from  the  1977  tax  year  that  are  used  to 
calculate  each  district’s  share  of  the  distributions  to 
be  made.  This  percentage  is  called  the  district’s 
“allocation  factor.” 


Can  a  district’s  “allocation  factor” 
change? 


Yes.  Local  taxing  districts  can  continue  to  collect  un¬ 
paid  personal  property  taxes  owed  for  the  base  year 
(1976  tax  year  for  Cook  County;  1977  for  downstate 
counties)  and  increase  their  share  of  the  distribu¬ 
tion.  On  the  other  hand,  an  “allocation  factor”  could 
decrease  due  to  tax  refunds  made  for  the  base  year. 
The  allocation  factor  could  be  adjusted  for  each 
payment  if  there  are  significant  shifts  in  collections 
for  the  base  year  for  that  district  or  other  districts 
sharing  the  same  pot. 


How  often  is  the  money  distributed  to 
local  districts? 


The  original  schedule  of  quarterly  payments  was 


amended  by  the  legislature  effective  with  the  1981 
payments  to  provide  for  eight  payments  to  be  made 
in  January,  March,  April,  May,  June,  August,  Oc¬ 
tober,  and  December. 


Does  this  mean  a  local  government 
receives  eight  equal  payments? 


No.  The  total  to  be  distributed  will  vary  from  pay¬ 
ment  to  payment  depending  upon  the  amount  of 
taxes  that  has  been  collected  by  the  Department 
of  Revenue  since  the  last  payment  made  to  the 
districts. 


Who  qualifies  to  receive  these  payments? 


Only  districts  which  collected  personal  property 
taxes  for  the  1977  tax  year  (1976  for  Cook  County) 
are  eligible  to  receive  a  share  of  the  money.  Districts 
created  after  1977  do  not  receive  replacement  tax 
money,  as  they  experienced  no  loss  in  revenue. 


Are  payments  made  directly  to  the  unit  of 
government? 


Yes.  State  warrants  are  made  payable  to  the 
treasurer  or  fiscal  officer  of  each  local  taxing  district. 
Under  the  former  personal  property  tax,  the  money 
was  distributed  to  local  units  by  the  county  treasurer. 


Are  there  restrictions  on  how  this 
replacement  tax  money  can  be  used? 


If  part  of  the  former  personal  property  tax  money 
was  used  to  pay  off  “debt  service,”  a  comparable 
proportion  of  the  replacement  tax  money  received 
must  go  toward  this  purpose.  The  same  holds  true 
for  pension  or  retirement  obligations  previously  sup¬ 
ported  by  personal  property  taxes.  Certain 
municipalities  and  townships  also  are  required  to 
allocate  a  portion  of  their  payments  to  dependent 
library  districts  under  their  jurisdictions.  After  these 
obligations  have  been  satisfied,  the  remaining 
money  can  be  used  for  the  same  purposes  as  the 
money  raised  by  the  district  through  real  estate 
taxes. 


__i _ 

How  much  do  the  replacement  taxes  pro¬ 
vide  local  governments? 


Local  governments  received  approximately  $574.8 
million  in  replacement  taxes  during  1986.  These  col¬ 
lections  meant  $300.7  million  for  school  districts, 
$117.5  million  for  municipalities,  $49.7  million  for 
counties,  $30.7  million  for  park  districts,  $21.7  million 
for  sanitary  districts,  and  $20.5  million  for  community 
colleges.  Other  districts,  such  as  police  and  fire,  air¬ 
port,  library,  and  water  districts,  shared  $34  million 
in  replacement  tax  collections. 


Allocation  of  Replacement  Tax 
Dollars 

Revenue  generated  by  the  Replacement  Tax  is 
allocated  to  approximately  6,800  local  units  of 
government,  in  22  categories.  The  major  recip¬ 
ients  are  identified  below. 
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For  additional  information  on 
the  allocation  of  Replacement 
Tax  revenues: 

Write:  Illinois  Department  of  Revenue 

Replacement  Tax  Certification  Division 
101  West  Jefferson  Street 
RO.  Box  19033 
Springfield,  IL  62794-9033 

Phone:  (217)  782-6956 


For  information  on  the  ad¬ 
ministration  and  collection  of 
Replacement  Taxes: 


Write:  Illinois  Department  of  Revenue 
Replacement  Taxes 
101  West  Jefferson  Street 
PO.  Box  19029 
Springfield,  IL  62794-9029 

Phone:  (217)  782-3336  OR 
1  800  732-8866 
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